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What are some
wealth-management
issues and strategies
for executives

at early-stage |
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companies?
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Standing, left to right: Elisabeth Talbot,
Stephen R. Stelljes, Nadine Gordon Lee;
seated: Michael J. Nathanson

THE COLONY GROUP Massachusetts | New York | Virginia | Florida 800.758.8200

TEAM MINIMUM FEE FOR INITIAL MEETING PROFESSIONAL SERVICES PROVIDED
Michael J. Nathanson, JD, LLM, Chairman, None required Planning, investment advisory, money
Chief Executive Officer, President | e management and family office services
Nadine Gordon Lee, CPA, CFP?, PFS, Managing FINANCIAL SERVICES.EXPERIENCE 77777777777777777777777777777777777777777777777777777777777777777

. . . Michael, 25 years; Nadine, 35 years; EMAIL
Director—Metro NY Offices; President, .

. . Stephen, 22 years; Elisabeth, 30 years mnathanson@thecolonygroup.com
Colony Family Office
rrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrrr nlee@thecolonygroup.com

Stephen R. Stelljes, JD, CFP?, PRIMARY CUSTODIANS FOR sstelljes@thecolonygroup.com
President of Client Services INVESTOR ASSETS Italbot@thecolonygroup.com
Elisabeth Talbot, CFA®, CPA, Managing Fidelity, Schwab, TD Ameritrade | oo

) o < WEBSITE
Director, Senior Financial Counselor
777777777777777777777777777777777777777777777777777777777777777777777777777 COMPENSATION METHOD www.thecolonygroup.com
ASSETS UNDER MANAGEMENT Elxed fees (planhlng services); asset-based fees

- . (investment services)

$5 billion (approximately)

ILLUSTRATION BY KEVIN SPROULS
Please note, as of 01/13/24, Colony transitioned from a fee-only advisor to a fee-based advisor.



THE COLONY GROUP

orporate executives employed

by privately held start-up companies
face complex wealth-management
challenges. Like their peers employed
by publicly traded companies, execu-
tives at early-stage companies typi-
cally receive compensation packages
that include a mix of salary, bonus
and equity-based compensation.

Yet, while salary and bonus levels at
pre-IPO companies need to be competi-
tive enough to attract talent, there is
often less room to negotiate cash com-
pensation. An executive should focus the
negotiations, then, around matters such
as the magnitude and types of stock op-
tion grants (e.g., incentive stock options
versus non-qualified stock options).

Additional areas of focus should in-
clude whether the stock option grant of-
fers the opportunity to exercise prior to
vesting; the percentage of ownership of
the company; dilution protection;
change-of-control protections; and re-
strictive covenants.
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Benefit packages at pre-IPO companies are
often basic and generally include a 401(k)
plan without a match and no defined-
benefit pension plan. Health, life and dis-
ability insurance options may be limited.

Given these limitations in negotiating
compensation and benefits, a financial advi-
sor experienced in working with executives
at early-stage companies will address key
areas such as:

1. Cash-flow planning—helping an execu-
tive manage personal expenses, given his or
her more modest base salary and bonus
structure; and providing sufficient liquidity
to cover unexpected cash shortfalls.

4. Insurance planning—reducing the
executive’s dependence on group insurance
benefits by assisting in the purchase of
supplemental, portable life and disability
insurance benefits. Given the inherent risks
associated with early-stage companies, the
executive should consider supplemental poli-
cies to enhance levels of insurance coverage
offered by his or her employer. A portable
benefit also serves as a safety net during
any periods of unemployment when group
insurance benefits may not be available.

5. Estate planning—determining how
many shares of stock in a pre-IPO company
could be gifted must be delicately balanced
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Partnering with an advisory team experienced
in navigating challenges will help maximize the
financial opportunities of working for a start-up.

2. Stock option planning—evaluating
whether stock options should be exercised
prior to an IPO or liquidity event in order
to qualify the shares for long-term capital
gains, or to position the holdings to take
advantage of the qualified small business
stock exclusion of gain. Planning is also es-
sential to determine capital requirements
for the exercise of shares and the payment
of any tax liability (regular tax or alternative
minimum tax) at the time of exercise. Sec-
tion 83(b) elections on unvested shares
should also be considered.

3. Investment planning—advising the
executive about the appropriate amount of
investment risk to assume when investing
personal capital to exercise stock options
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against the executive’s long-term wealth ac-
cumulation targets for a secure retirement and
other short-term goals, such as a new home
purchase or the financing of tuition costs.

6. Retirement planning—maximizing tax-
deferred retirement savings opportunities by
ensuring full participation in the company’s
401(k) plan, optimizing the plan’s often lim-
ited investment options and ensuring that
other tax-deferred vehicles are utilized.
While, ultimately, the executive’s ability to re-
tire as planned may depend on a successful
liquidity event, 401(k)s and IRAs are an
important part of a contingency plan.

7. Post-liquidity planning—managing the
volatility in the price of the executive’s stock
and options during the immediate period
following an IPO is critical. Newly public
company stock may be thinly traded and
subject to lock-ups and restrictions. Senior
executives may need guidance on how to
structure a 10b5-1 trading plan within the con-
text of their personal goals and risk tolerance.

Executives leading early-stage companies
often find it challenging to manage their
financial affairs while working in the fast-
paced start-up business environment. Part-
nering with an advisory team experienced in
anticipating and navigating these challenges
will help maximize the financial opportunities
of working for a start-up. @
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